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STATE   OF   MONTANA 
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STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 

DEPUTY  LEGISLATIVE  AUDITORS: 

JOSEPH  J.  CALNAN 

ADMINISTRATION  AND 
PROGRAM  AUDITS 

ELLEN  FEAVER 

FINANCIAL-COMPLIANCE  AND 
CONTRACTED  AUDITS 

MORRIS  L     BRUSETT  STAFF  LEGAL  COUNSEL 

LEGISLATIVE  AUDITOR  JOHN  W.    NORTHEY 

To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Statement  of  Appropriation  compared  to  Expend- 
itures of  the  Department  of  Administration,  Workers'  Compensation  Grand 
Jury  Program,  for  the  period  May  23,  1975  to  June  30,  1977.   Our  exam- 
ination was  made  in  accordance  with  generally  accepted  auditing  standards 
and,  accordingly,  included  such  tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  we  considered  necessary  in  the  circumstances. 

As  discussed  in  Note  2  to  the  financial  statement,  this  statement 
was  prepared  to  report  the  appropriation  and  expenditures  for  the 
Workers'  Compensation  Grand  Jury  and  does  not  include  a  Balance  Sheet  or 
a  Statement  of  Changes  in  Fund  Balance.   Accordingly,  the  accompanying 
statement  is  not  intended  to  present  financial  position  and  results  of 
operations  in  conformity  with  generally  accepted  accounting  principles. 

In  our  opinion,  the  Statement  of  Appropriation  Compared  to  Expend- 
itures presents  fairly  the  appropriation  authority  and  expenditures  of 
the  Workers'  Compensation  Grand  Jury  for  the  period  May  23,  1975  to 
June  30,  1977  on  the  basis  of  accounting  described  in  Note  1  to  the 
financial  statement. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 

May  1,  1978 

-2- 


Digitized  by  the  Internet  Archive 

in  2011  with  funding  from 

Montana  State  Library 


http://www.archive.org/details/departmentofadmi1975mont 


INTERNAL  CONTROL  REVIEW 
We  have  examined  the  Statement  of  Appropriation  compared  to  Expen- 
ditures for  the  Workers'  Compensation  Grand  Jury  Program  of  the  Depart- 
ment of  Administration  for  the  period  May  23,  1975  to  June  30,  1977,  and 
have  issued  our  report  thereon  dated  May  1,  1978.   As  a  part  of  our 
examination,  we  reviewed  and  tested  the  department's  system  of  internal 
accounting  control  to  the  extent  we  considered  necessary  to  evaluate  the 
system  as  required  by  generally  accepted  auditing  standards.   Under 
these  standards,  the  purposes  of  such  an  evaluation  are  to  establish  a 

basis  for  reliance  on  the  system  of  internal  accounting  control  in 
determining  the  nature,  timing,  and  extent  of  other  auditing  procedures 
that  are  necessary  for  expressing  an  opinion  on  the  financial  statement 
and  to  assist  the  auditor  in  planning  and  performing  his  examination  of 
the  financial  statement. 

The  objective  of  internal  accounting  control  is  to  provide  reason- 
able, but  not  absolute,  assurance  as  to  the  safeguarding  of  assets 
against  loss  from  unauthorized  use  or  disposition,  and  the  reliability 
of  financial  records  for  preparing  financial  statements  and  maintaining 
accountability  for  assets.   The  concept  of  reasonable  assurance  recognizes 
that  the  cost  of  a  system  of  internal  accounting  control  should  not 
exceed  the  benefits  derived  and  also  recognizes  that  the  evaluation  of 
these  factors  necessarily  requires  estimates  and  judgments  by  management. 

There  are  inherent  limitations  that  should  be  recognized  in  con- 
sidering the  potential  effectiveness  of  any  system  of  internal  accounting 
control.   In  the  performance  of  most  control  procedures,  errors  can 
result  from  misunderstanding  of  instructions,  mistakes  of  judgment, 
carelessness,  or  other  personal  factors.   Control  procedures  whose 
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effectiveness  depends  upon  segregation  of  duties  can  be  circumvented  by 
collusion.   Similarly,  control  procedures  can  be  circumvented  intention- 
ally by  management  with  respect  either  to  the  execution  and  recording  of 
transactions  or  with  respect  to  the  estimates  and  judgments  required  in 
the  preparation  of  financial  statements.   Further,  projection  of  any 
evaluation  of  internal  accounting  control  to  future  periods  is  subject 
to  the  risk  that  the  procedures  may  become  inadequate  because  of  changes 
in  conditions  and  that  the  degree  of  compliance  with  the  procedures  may 
deteriorate. 

Our  study  and  evaluation  of  the  department's  system  of  internal 
accounting  control  for  the  period  May  23,  1975  to  June  30,  1977,  which 
was  made  for  the  purpose  set  forth  in  the  first  paragraph  above,  would 
not  necessarily  disclose  all  weaknesses  in  the  system.   However,  such 
study  and  evaluation  disclosed  no  conditions  that  we  believe  to  be 
material  weaknesses  for  which  corrective  action  by  management  may  be 
practicable  in  the  circumstances. 
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COMMENTS 

The  Attorney  General  requested  a  grand  jury  on  October  18,  1974  to 
investigate  possible  penal  violations  concerning  the  Workers'  Compen- 
sation Division  from  1969  to  Mid-1973.   On  January  7,  1975  the  Supreme 
Court  ordered  the  grand  jury  into  existence,  and  the  jury  began  taking 
testimony  on  May  23,  1975. 

In  February  1975,  the  Montana  Legislature  appropriated  $200,000 
from  the  general  fund  to  the  Department  of  Administration  for  the 
purpose  of  reimbursing  Lewis  and  Clark  County  for  costs  incurred  by  the 
Workers'  Compensation  grand  jury.   This  appropriation  was  in  effect 
through  June  30,  1977. 

The  Department  of  Administration  reimbursed  Lewis  and  Clark  County 
a  total  of  $82,227  for  costs  of  the  Workers'  Compensation  grand  jury 
which  concluded  its  investigation  in  June  1977. 
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DEPARTMENT  OF  ADMINISTRATION 
WORKERS'  COMPENSATION  GRAND  JURY  PROGRAM 
STATEMENT  OF  APPROPRIATION  COMPARED  TO  EXPENDITURES 

GENERAL  FUND 
For  the  Period  May  23,  1975  to  June  30,  1977 
Appropriation  $200,000 

Expenditures  for  Fiscal  Year  1974-1975  $  3,150 
Expenditures  for  Fiscal  Year  1975-1976  58,430 
Expenditures  for  Fiscal  Year  1976-1977         20,647 


Total  Expenditures  82,227 

Unexpended  Balance  $117,773 
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DEPARTMENT  OF  ADMINISTRATION 
WORKERS'  COMPENSATION  GRAND  JURY 
NOTES  TO  FINANCIAL  STATEMENTS 
For  the  Period  May  23,  1975  to  June  30,  1977 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statement  was  prepared  from  the  Statewide 
Budgeting  and  Accounting  System. 

The  financial  statement  was  prepared  on  the  modified  accrual  basis 
of  accounting.   Modified  accrual  is  defined  as  "that  method  of  account- 
ing in  which  expenditures  are  recorded  on  the  basis  of  valid  obligations 
and  revenues  are  recorded  when  received  in  cash.   At  the  end  of  a 
fiscal  year,  all  valid  obligations  against  an  appropriation  are  to  be 
accrued  as  expenditures  as  provided  by  the  law."   (Montana  Administrative 
Manual,  2-0240.) 

2.  SPECIAL  FINANCIAL  REPORT 

The  accompanying  financial  statement  does  not  include  a  balance 
sheet  or  statement  of  changes  in  fund  balance;  consequently,  it  is  not 
in  accordance  with  generally  accepted  accounting  principles  applicable 

to  governmental  units.   The  statement  was  prepared  solely  to  report 

the  appropriation  and  related  expenditures  for  the  Workers'  Compensation 

Grand  Jury  Program  of  the  Department  of  Administration. 

The  expenditures  for  this  program  were  recorded  in  the  state's 
accounting  system  as  payments  to  local  governments.   Payments  were  not 
classified  by  object  such  as  per  diem  payments,  etcetera. 
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